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This section of Holton Public School's Annual Financial Report presents our discussion and 
analysis of the School District's financial performance during the year ended June 30, 2007. 
Please read it in conjunction with the School District's financial statements, which immediately 
follow this section. 

Using this Annual Report 

This annual report consists of a series of financial statements and notes to these statements. 
These statements are organized so the reader can understand Holton Public School financially as 
a whole. The district-wide financial statements provide information about the activities of the 
whole School District, presenting both an aggregate view of the School District's finances and a 
long-term view of those finances. The fund financial statements provide the next level of detail. 
For governmental activities, these statements tell how services were financed in the short-term as 
well as what remains for future spending. The fund financial statements look at the School 
District's operations in more detail than the district-wide financial statements by providing 
information about the School District's most significant funds, the General Fund and 2006 
Building Capital Projects Fund, with all other funds presented in one column as nonmajor funds. 
The remaining statement, the Statement of Fiduciary Assets and Liabilities, presents financial 
information about activities for which the School District acts solely as an agent for the benefit 
of students and parents. 

Overview of the Financial Statements 

This annual report consists of four parts: (1) management's discussion and analysis (this section), 
(2) the auditor's opinion, (3) the basic financial statements, and (4) the required supplementary 
information. The financial statements include notes that explain some of the information in the 
statements by providing detailed data. These statements are followed by a section of required 
supplementary information that further explains and supports the financial statements, utilizing a 
comparison to the District's budget for the year. Additionally, the basic financial statements also 
include two kinds of statements that present different views of the District. 

Reporting the School District as a Whole - District-Wide Financial Statements 

One of the most important questions asked about the School District is, "As a whole, what is the 
School District's financial condition as a result of the year's activities?" The Statement of Net 
Assets and the Statement of Activities, which appear first in the School District's financial 
statements, report information about the School District as a whole and its activities in a way that 
helps you answer this question. We prepare these statements to include all assets and liabilities, 
using the accrual basis of accounting, which is similar to the accounting used by most private­
sector companies. All of the current year's revenues and expenses are taken into account 
regardless of when cash is received or paid. 
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These two statements report the School District's net assets - the difference between assets and 
liabilities, as reported in the Statement of Net Assets - as one way to measure the School 
District's financial health or financial position. Over time, increases or decreases in the School 
district's net assets - as reported in the Statement of Activities - are indicators of whether its 
financial health is improving or deteriorating. The relationship between revenues and expenses 
is the School District's operating results. However, the School District's goal is to provide 
services to our students, not to generate profits as commercial entities do. One must consider 
many other non-financial factors, such as the quality of the education provided and the safety of 
the schools, to assess the overall health of the School District. 

The Statement of Net Assets and Statement of Activities report the governmental activities for 
the School District, which encompass all of the School District's services, including instruction, 
support services, athletics, and food services. Property taxes, unrestricted State Aid (foundation 
allowance revenue), and State and federal grants finance most ofthese activities. 

Reporting the School District's Most Significant Funds - Fund Financial Statements 

The School District's fund financial statements provide detailed information about the most 
significant funds - not the School District as a whole. Some funds are required to be established 
by State law and by bond covenants. However, the School District establishes other funds to 
help it control and manage money for particular purposes (the Food Services and Athletics Funds 
are examples) or to show that it's meeting legal responsibilities for using certain taxes, grants, 
and other money (such as bond-funded construction funds used for voter-approved capital 
projects). 

Governmental funds - All of the School District's services are reported in governmental funds. 
Governmental fund reporting focuses on showing how money flows into and out of funds and 
the balances left at year end that are available for spending. They are reported using an 
accounting method called modified accrual accounting, which measures cash and all other 
financial assets that can readily be converted to cash. The governmental fund statements 
provided a detailed short-term view of the operations of the School District and the services it 
provides. Governmental fund information helps you determine whether there are more or fewer 
financial resources that can be spent in the near future to finance the School District's programs. 
We describe the relationship (or differences) between governmental activities (reported in the 
Statement of Net Assets and the Statement of Activities) and governmental funds in a 
reconciliation. 

The School District as Trustee - Reporting the School District's Fiduciary Responsibilities 

The School District is the trustee, or fiduciary, for its student activity funds. All of the School 
District's fiduciary activities are reported in a separate statement of Fiduciary Assets and 
Liabilities. We exclude these activities from the School District's other financial statements 
because the School District cannot use these assets to finance its operations. The School District 
is responsible for ensuring that the assets reported in these funds are used for their intended 
purposes. 

11 



Holton Public Schools
 
Management's Discussion and Analysis 2006·2007 

The School District as a Whole 

Recall that the Statement of Net Assets provides the perspective of the School District as a 
whole. The net assets of the District at June 30, 2007 amounted to approximately $3.67 million. 
Table 1 shows a condensed breakdown of the net assets. 

Table 1 
Condensed Statement of Net Assets 

Governmental 
Activities Governmental 

June 30, 2006 Activities 
(as restated) June 30, 2007 

Current assets $ 9,287,081 $ 4,460,669 
Capital assets, net 14,617,404 18,485,616 
Other non-current assets 371,619 357,331 

Total assets 24,276,104 23,303,616 

Current liabilities 4,297,881 3,552,092 
Non-current liabilities 16,479,654 16,080,625 

Total liabilities 20,777,535 19,632,717 

Net assets 
Invested in capital assets, net of related debt 2,401,014 2,503,137 
Restricted for Debt Service 305,304 168,386 
Unrestricted 792,251 999,376 

Total net assets $ 3,498,569 $ 3,670,8991 

The largest portion of the District's net assets reflects investment in capital assets (e.g., land, 
buildings and improvements, fiber optics, furniture and equipment), less any related debt used to 
acquire those assets that are still outstanding. The District uses these capital assets to provide 
services to students; consequently, these assets are not available for future spending. Although 
the District's investment in capital assets is reported net of related debt, it should be noted that 
the resources needed to repay the debt must be provided from other sources, since capital assets 
themselves cannot be used to liquidate these liabilities. 

Two significant changes affected the Condensed Statement of Net Assets. The first is the near 
completion of the 2006 Athletic Bond project. The District has a small portion of the project 
outstanding in constructing the new athletic complex with renovations to the middle and high 
schools. The entire project is $7.64 million. The second is the reduction in capital projects from 
the 1998 Middle School Project. The Capital Projects Fund was set up for the completion of the 
renovation and remodeling of the middle/high school buildings. The remaining balance was used 
for technology enhancements in the middle school and completed in the 2006-2007 school year. 
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The results of this year's operations for the School District as a whole are reported in the 
Statement of Activities (see Table 2), which shows the changes In net assets for fiscal year 2007 

Table 2 

Statement of Activities 
Governmental 

Activities Governmental 
June 30, 2006 Activities 
(as restated) .Tune 30, 2007 

Revenues 

Program Revenues 
Charges for services $ 316,733 $ 298,145 
Operating grants and contributions 1,823,167 1,861,995 

General revenues 
Property taxes 1,298,272 1,596,805 
Unrestricted grants and contributions 6,700,354 6,839,069 
Other 232,715 227,124 
Total revenues 10,371,241 10,823,138 

Expenses 
Instruction 5,585,122 5,562,136 
Support services 3,282,905 3,335,807 
Food services 354,276 372,199 
Athletics 159,706 161,345 
Interest on long-term debt 556,660 774,885 
Unallocated depreciation and amortization 491,410 444,436 

Total Expenses 10,430,079 10,650,808 

Increase (decrease) in net assets (58,838) 172,330 
Net assets at beginning of year 3,557,407 3,498,569 

Net assets at end of year $ 3,498,569 $ 3,670,899 

The net assets of the District increased by $172,330 during the 2006-2007 year. The cost of the 
District's governmental activities for the year was $10.6 million. Those who benefited from 
food service, athletic programs, and support services, mostly made up of centralized 
transportation, paid service charges of $298 thousand. Operating grants and contributions of 
$1.9 million were for programs paid for by other governments and organizations. The other 
resources were provided with property tax, state pupil foundation allowance (state aid), 
investment earnings and other miscellaneous revenues. 

Changes in the Statement of Activities were minimal with an increase in tax revenue. The rate 
for debt service increased from 5.48 to 7.0 mills for the 2006-2007 school year due to the 
passage of the Athletic Bond proposal establishing the 2006 Capital Projects Fund. 
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A substantial portion (81%) of the District's revenues is received from State sources. This 
means that the financial stability of the District rests primarily with the economic health of the 
State of Michigan. Table 3 depicts the breakdown of the sources of General Fund Revenue for 
the District. 

! 
Table 3
 

Sources of Revenues
 
for Fiscal Year 2006/2007
 

Other 
6%Local 

9% 

I 
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As discussed above, the net cost shows the financial burden that was placed on the State and the 
School District's taxpayers by each of these functions. Since property taxes for operations and 
unrestricted State Aid constitute the vast majority of district operating revenue sources, the 
Board of Education and Administration must annually evaluate the needs of the School District 
and balance those needs with State-prescribed available unrestricted resources. 

v 



Holton Public Schools 
Management's Discussion and Analysis 2006·2007 

As Table 4 depicts, 40% of the District's total resources in all funds are spent on instruction and 
pupil support services. Another 7% is spent on administrative and business services necessary to 
efficiently operate the District, while 11 % is spent for transportation and maiIitenance, including 
utilities and custodial services. Debt service contributes to 8% of the total budget, which includes 
principal and interest. Note this year, there is an increase in capital outlay up from 23% in 2005­
2006 to 29% in 2006-2007. This is the result of the 2006 Athletic Capital Projects Fund for the 
completion of our athletic complex. The final 5% is spent on other interest and additional support 
services including athletics and food service. 

Table 4 
Expenditures for Fiscal year 2006/2007 

Capital Outlay 
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Financial Analysis of the District's Funds 

The financial performance of the District as a whole is reflected in its governmental funds as 
well. The general fund equity increased by $356,192 during the 2006/07 fiscal year, resulting in 
fund equity of $983,984 at year end. The primary reasons for the change in fund balance are as 
follows: 
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Factors Impacting Operations 

Student Enrollment - The student population remained constant at all levels. Enrollment 
numbers were just under the prediction with a blended count of 1098 students. Throughout the 
school year district administrators across Michigan, including this administration shouldered the 
continued threat of a pro-ration in per pupil funding ranging from $100 - $200 per pupil. 
However, the foundation allowance remained as predicted at a rate of $7,085 per pupil. 

Food Service - The food service program for the 200612007 school year did not require 
additional funding from the general fund for the third straight year. Revenues generated from the 
food service department were greater or equal to the expenditures for the program. For the third 
year in a row, the food service fund was charged an indirect cost rate to supplement the general 
fund for operations and maintenance. For 2005-2006 the food service fund was charged $17,756 
while $25,000 was charged for services in 2006-2007. 

Investments - The return on investments was greater than expected for the 2006-2007 school 
year. This added an additional $49,165 in revenue. 

Medicaid - During the 2006-2007 school year, Holton Public Schools received an additional 
$50,808 than projected for Medicaid billing. This function is coordinated with the Muskegon 
Area Intermediate School District and is a reflection of updating prior year billing cycles and 
methods. 

Insurance - Holton Educational Support Personnel and the Administrative group changed 
insurance coverage to a High Deductible Health Plan through Set Seg and Priority Health, 
respectively. Members of these two groups also contributed to the costs of the health insurance 
premiums. This change resulted in savings to the district of approximately $156,000. 

Special Education Billback and Act 18 - This district participates in a consortium with the 
Muskegon Area Intermediate School District for special education services, transportation and 
billing. The district saw a reduction in billback charges of $84,000. 

Energy Costs - With the uncertainly of rising fuel costs, the district participated in the Michigan 
Schools Energy Cooperative to assist with regulating energy costs. The district also participated 
in E-rate funding and worked diligently to receive the best pricing on transportation fuel. To 
ensure enough resources to meet the needs of the volatile market, the district allocations for these 
areas exceeded actual expenditures by $40,000. 
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General Fund Budgetary Highlights 

Over the course of the year, the School District revises its budget as it attempts to deal with 
unexpected changes in revenues and expenditures. State law requires that the budget be 
amended to ensure that expenditures do not exceed appropriations. The final amendment to the 
budget was actually adopted just before year end. (A schedule showing the School District's 
original and final budget amounts compared with amounts actually paid and received is provided 
in the required supplementary information of these financial statements). 

Variances between the final budget amounts and actual amounts were largely due to the 
following: 

}>	 At-risk revenue lower due to deferring a portion for funds unspent by year end. 
}>	 Medicaid was higher than predicted. 
}>	 Reduction in Unemployment Insurance - $35,000. 
}>	 Restricted program allocations carried forward to 2007-2008 - $141,000. 
~	 Reduction in energy costs allocations - $40,000. 
}>	 Reduction in transfer to Athletic Fund - $11,000. 
~	 Student Services - Special Education billback expenditures decreased for services 

provided by the ISD and other local districts - $ 84,000. 
~	 E-Rate Credit resulted in a reduction of line charges of $11,366. 

Original vs. Amended Budget 
The Uniform Budget Act of the State of Michigan requires that the local Board of Education 
approve the original budget for the upcoming fiscal year prior to July 1, the start of the fiscal 
year. As a matter of practice, the District amends its budget semi-annually during the school 
year. These revisions are made in order to deal with unexpected changes in revenues and 
expenditures. The following analysis describes the reasons for changes in the budget during the 
year. 

Revenues - There was a $305,202 net change in the total General Fund revenue budget from the 
beginning to the end of the year. The significant changes .in funding sources were as follows: 

•	 The local source revenue budget increased by $15,446. This increase was attributed to 
interest earnings. 

•	 The state source revenue budget increased by $218,720. The increase was due to prior 
year adjustments to state aid, pupil counts, and added funding for Middle School Math, 
At-Risk, Declining Enrollment, and Equity payments. 

•	 The federal source revenue budget increased by $18,311. The main reason for the 
increase was the receipt of an IDEA carryover grant. 

•	 The other revenue budget increased by $52,725. This increase is primarily due to 
financing sources for the purchase of new copy equipment and an increase in transfers 
from the food service fund. 
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Expenditures - The significant changes by functional category are as follows: 
•	 The instructional services budget increased by over $220,000. This increase was 

primarily due to the addition of an elementary teaching position, secondary offerings 
during prep periods, and grant allocations. 

•	 The pupil support services budget had a net increase of $31,580 due to the addition of a 
high school social worker mid year. 

•	 The transportation budget had a net increase of $62,525 mainly due to accounting code 
changes for payments to other Michigan public schools and the ISD. 

•	 The central services budget increased by $102,067. This increase is the result of the 
purchase of new copy equipment and the allocation award of a CTE grant. 

•	 The transfers and others budget noted a decrease of $291,067. This reduction is 
primarily due to the change in accounting code structure by the Michigan Department 
of Education. As noted, payments made to other Michigan public schools and ISDs 
must be allocated in the function code associated with the service. 

Capital Assets 

At June 30, 2007, the School District had $18,485,616 (after accumulated depreciation) invested 
in a broad range of capital assets, including land, buildings, vehicles, and furniture and 
equipment. This amount represents a net increase (including additions, deductions, and 
depreciation) of $3,804,212 from last year. 

2006 
(as restated) 2007 

Land $ 209,670 $ 209,670 
Construction in progress 2,924,531 0 
Building and building improvements 11,063,500 17,784,845 
Buses and other vehicles, furniture 

and equipment	 419,703 491,101 

Total capital assets	 $14,617,404 $18,485,616 

Debt 

At the end of this year, the School District had $16,329,181 in bonds outstanding versus 
$16,745,873 in the previous year - a decrease of $416,692 due to continued payments for the 
debt service. Other obligations that were completed in 2006-2007 include a building 
improvement loan, land contract, and capital lease. The district continues to participate in an 
education interconnection and consortium financing agreement. We present more detailed 
information about our long-term liabilities in the notes to the financial statements. 
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Economic Factors and Next Year's Budget 

Our elected officials and administration considered many factors when setting the School 
District's 2008 fiscal year budget. One of the most important factors affecting the budget is our 
student count. The State foundation allowance is determined by multiplying the blended student 
count by the foundation allowance per pupil. The blended count for the 2008 fiscal year is 25 
percent and 75 percent of the February 2007 and September 2007 student counts, respectively. 
The 2008 budget was adopted in June 2007, based on an estimated number of students that will 
be enrolled in September 2007. Approximately 81 percent of total General Fund revenue is from 
the foundation allowance. Under State law, the School District cannot assess additional property 
tax revenue for general operations. As a result, School District funding is heavily dependent on 
the State's ability to fund local school operations. Based on early enrollment data at the start of 
the 200712008 school year, we anticipate that the fall student count could be slightly higher than 
the estimate used in creating the 200712008 budget. Once the final student count and related per 
pupil funding is validated, State law requires the School District to amend the budget if actual 
School District resources are not sufficient to fund original appropriations. 

The State periodically holds a revenue-estimating conference to estimate revenues. At this time, 
the State is not in agreement on the per pupil funding for 2007-2008. The original budget was 
adopted with an estimated $200 per pupil increase and a reduction of 18 students. 

During the spring of 2007, the School District began discussions in settling a labor contract with 
the support staff which expired June 30, 2007. The School District is also in the fifth year of 
negotiations with the teachers. Their contract expired on June 30, 2003. The cost of a settlement 
is unknown at this time. However, settlement projections are represented in the 2007-2008 
budget. 

Contacting the School District's Financial Management 

This financial report is designed to provide the School District's citizens, taxpayers, customers, 
investors, and creditors with a general overview of the School District's finances and to 
demonstrate the School District's accountability for the money it receives. If you have questions 
about this report or need additional financial information, contact our Business Department at the 
Holton Public Schools Administrative Office, Holton, Michigan 49425. 
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